MEMORANDUM

TO: Mayor and City Council DATE: March 4, 2009
VIA: Géry Jackson, City Manager

FROM: Ben Durant, Chief Financial Officer

RE:

City Council Budget Worksession Follow-Up

City Council requested follow-up information from staff on several items that were discussed
at the February 24, 2009 Quarterly Report/Budget Worksession. Provided below are answers

to questions that were raised by Council. Please let me know if you have any questions or
would like further information.

1. Provide information on transfer from General Fund Balance to the Health Care
Fund.

Beginning in Fiscal year 2008, the City began accounting for its self-funded Health Care
and Worker’s Compensation programs in a new insurance fund, separate from the City’s
General Fund. Accounting for these programs was formerly done in the General Fund.
Segregating these funds from the General Fund was done to enhance the City’s financial
management and reporting capacity for its self-funded insurance programs.

The impact of the preceding change is reflected in the attached financial summary
statements from the City’s previous two audits. The Audit and Financial Statement
Summary (Attachment A) produced by Dixon Hughes for FY 2007 shows that in that
year, total fund balance for the General Fund was $41.61 million, which included reserves
for Health Care and Worker’s Compensation. The Audit and Financial Statement
Summary for FY 2008 (Attachment B) shows the 2007 total fund balance amount restated
to $34.64 million to reflect the transfer of approximately $3.47 million in Health Care

reserves and $3.51 million in Worker’s Compensation (Risk Management) reserves to the
new internal service fund. '

It is important to note that even when Health Care and Worker’s Compensation reserves
were included in the total General Fund balance, they were unavailable for appropriation
as they were reserved for their intended use. Thus, their removal from the General Fund
had no impact on our “available” fund balance.

2. What has fund balance been spent on in recent fiscal years?

Available fund balance peaked in FY 2005-06 at $23.79 million or 31.0% of General Fund
expenses. At that time, Council made the policy decision to begin appropriating a portion of
fund balance to address high priority capital and operating needs that were one-time in nature.




Attachment C, which is included with this memorandum, lists major fund balance
appropriations since June 30, 2006. Highlights include:

e October 2006, Council appropriated $1.0 million in fund balance, along with
$1.5 million in revenue from property and sales taxes that were coming in over
budget, to fund $2.5 million in capital projects, including the Civic Center
arena roof and the Haw Creek and Patton Avenue sidewalk projects.

+ With adoption of the FY 2007-08 budget, Council authorized the appropriation
of $3.7 million in fund balance for capital improvement projects and $500,000
to fund one-time operating costs, such as the Downtown Master Plan update,
the Parks & Greenways Master Plan Update, and the Comprehensive
Affordable Housing Plan. Funded capital improvement projects included the
Hominy Creek greenway, repairs at Fire Station 6, and replacement of the City
Hall chiller, as well as additional vehicle and equipment replacement.

e Other major mid-year fund balance appropriations since FY 2005-06 include:
1) $575,000 for the City’s initial payment for the Overlook Park/Beaucatcher
Mountain property; 2) $353,000 for the demolition of Tunnel Road property;

and 3) $259,000 to fund the City’s share of the cost of replacing a wrecked fire
truck.

3. Show how various levels of fund balance appropriation would impact the City’s
financial position in FY 2009-190.

At the February 24™ budget worksession, staff estimated that fund balance would end the
current fiscal year at $17.68 million or 19.7% of General Fund expenditures. Staff also
indicated that under current budget assumptions, $1.0 million would be appropriated from
fund balance in next fiscal yeat’s budget. Appropriating $1.0 million in fund balance for next
year’s budget would lower available fund balance to $16.68 million of 18.2% of estimated FY
2009-10 expenditures. The table below shows three additional scenarios for fund balance
usage ranging from $2.0 million up to $4.0 million. However, staff would caution against the
use of additional fund balance to pay for ongoing budget expenses since such a practice
creates an automatic budget gap that has to be filled in the subsequent budget year.

2009-10 Fund 2009-10 Est. Year End

Balance Usage Avail. Fund Balance  Fund Balance %
1,000,000* 16,684,273 18.2%
2,000,000 15,684,273 17.1%
3,000,000 14,684,273 16.0%
4,000,000 13,684,273 15.0%

* Current proposed fund balance usage




4. Provide a list of current year encumbrances in the General Fund.

As noted during the presentation of the Quarterly Financial Report, there was a total of
$1,443,395 in General Fund encumbrances carried over from FY 2007-08 into FY 2008-09.
An encumbrance is created whenever the City enters into a contract with an outside vendor
for supplies, professional services, etc. Typically, the City will encumber the full amount of a
contract at the outset of a project, then the vendor is paid from that encumbrance as services
are provided. Often, contracts are not completed and fully paid out by the end of the fiscal
year; therefore the remaining balances on those contracts (encumbrances) are carried over 10
the next fiscal year. The “savings” from not having completed those contracts before the fiscal
year closed reverts to fund balance and is eventually appropriated in the subsequent fiscal
year to cover the eventual completion of those contracts.

An example of this type of transaction is the $170,000 contract that the City entered into with
Goody Clancy & Associates for the update to the Downtown Master Plan. The full amount of
the contract ($170,000) was encumbered in FY 2007-08, however only $20,000 was actually
paid out in FY 2007-08. Asa result, the remaining encumbrance of $150,000 was carried
over to FY 2008-09. Financial reporting standards require that the City reserve a portion of
its fund balance to cover outstanding encumbrances since they are pending obligations of the
City. We report the amount of fund balance reserved for encumbrances in the City’s
Comprehensive Financial Report (CAFR) and in each of our Quarterly Financial Reports to
Council. Attached is a copy (Attachment D) of all the General Fund encumbrances that rolled
over from FY 2007-08 to FY 2008-09.

5. Provide different revenue scenarios to show the impact on the General Fund
budget.

Property taxes and sales taxes together make up approximately 70% of the General Fund
revenue budget. Staff is currently projecting that the property tax base (exclusive of
annexation) will grow by 2.0% in FY 2009-10. Because of the recession, staff has projected a
growth rate for the property tax base that is less than the 10-year average growth rate 0of 3.3%
and less than 4.2% growth that occurred in the current fiscal year. The chart below shows
how property tax revenue would increase or decrease compared to the current 2.0% estimate
for growth values ranging from 1.5% to 4.0%. As the chart indicates, every 0.5% change in
the estimate results in an impact of approximately $217,000. Finance staff will be meeting

with the Buncombe County Tax Assessor in the next few weeks to review property tax
estimates for FY 2009-10.

Tax Base Growth Property Tax Revenue Change Vs. Current Estimate

1.5% 44,190,233 (217,686)
2.0%"* 44,407,919 0
2.5% 44,625,604 217,685
3.0% 44,843,290 435,371
3.5% 45,060,976 653,057
4.0% 45,278,662 870,743

* Current estimate




Sales tax revenue through the first six months of the current fiscal year is down 3.1%
compared to the prior fiscal year. Staff is currently projecting that this same trend will
continue through the remaining six months of the fiscal year and as a result, the city will end
the year with a $1.5 million shortfall in sales tax revenue.

In projecting sales tax revenue for next year, staff started with an adjusted sales tax base that
is reduced by $1.5 million, reflecting the current year shortfall. Staff is then estimating that
the adjusted sales tax base will remain flat (or experience no growth) in the upcoming fiscal
year. This assumption was a major contributing factor to the initial $5.6 million budget gap
that was projected for FY 09-10, prior to the identification of specific budget balancing
strategies.

Sales tax revenue is highly sensitive to economic conditions, especially unemployment. Asa
result, there is the possibility that sales tax revenue could decline even further. Staff has-
prepared sales tax scenarios that show the impact on current revenue estimates for sales tax
declines if the annual decline ranges from 4% to 7%. As the chart indicates, every 1.0%
decline in the estimate results in a reduction to the base of approximately $165,000.

Projected Annual Decline Additiona! Reduction to Base

4.0% (164,735)
5.0% (329,471)
6.0% (494,206)
7.0% (658,941)

* Current estimate

6. Review cost recovery estimates and staff recommendations for fees & charges.

Fees & charges will be reviewed initially by the Finance Committee and recommendations
made to the full Council in late March.

7. Review revenue estimates and level of subsidy for the Transit Fund.

The Transit Fund will require less of a subsidy from the general fund due to two primary
reasons. The first is operational savings recommended by the Management Company that

‘nclude several initiatives listed below for a total savings of approximately $150,000.

o Workers comp — First Transit found a different policy: $25,680

o Overtime: reduced from 13.81% to 7.67%, representing around
$80,000

o Drug and alcohol policy, Printing and Telephone: $5,000

Open position: $20,000

o Reengineering: $20,000

o




The second reason for the decrease in subsidy from the general fund is an increase in federal
assistance for operational purposes in the amount of $484,000

The FY 09 subsidy from the general fund was approximately $1.5 million. The anticipated

subsidy from the general fund for FY 10 is $900,000, reflecting the combined impact of
operational savings and increased federal assistance.

8. Review fund status and level of allocation for the Housing Trust Fund (HTF).

There has been no new HTF fund activity since the Council meeting on February 24, 2009,
during which time Council was last updated. The current available balance is $18,600.39. The

anticipated payoff from the Crowell Park project is estimated at $480,000; however those
funds remain speculative at this point.

9. Review the details of re-engineering/streamlining efforts and compensation
options, including four-day work weeks and reducing 401K allocations.

A chart showing the details of the City’s re-engineering/streamlining efforts, as well as a list
of various compensation options is provided in Attachments D &E.




ATTACHMENT A
Audit and Financial
Sitagtement summary

&"m

The following is a summary of fund balance in the General Fund taken from Pages 19
and 20 of the Comprehensive Annual Financial Report:

007 006

Total fund balance ' $ 44,614,560 5 37,625,974
Reservations:

State siatute restrictions V(7,694,837) (4,945,178)

Encumbrances - /(4,157,243) (953,241)

Employee paid health benefits (3,470,601} (5,478,052)

Risk management (3,508,659} (1,599,364)

Inventories «~{931.408) (858,271)
Fund balance available for appropriation Mﬁ 851.811 $_23.791.868

Total expenditures and transfers to other funds  § 82.396,233 = $_76.723.497

Available fund balance as a percentage of

expenditures and transfers to other funds 26.5% 31.0%
Group average Not available 22.8%'
State-wide average Not available 35.5%2

/
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DIXON HUGHES:uw
Certifled Public Accountants and Adwvisors

PRI

iy

i




ATTACHMENT B

Audit and Financial
Statement Summary

The following is a summary of fund balance in the General Fund taken from Pages 18 and

19 of the Comprehensive Annual Financial Report:

Total fund balance

Raservations:
State statute restrictions
Encumbrances
Inventories

Fund balance available for appropriation

Total expenditures and transters to other funds

Available fund balance as a percentage of
expenditures and transfers to other funds

Group average

000’s

]
[=]
[
]

-l

008

—

$ 28,692 § 34,635

(6,574) (7,695)
(2,804) (4,157)
(1,082) (932)

§___ 16232 $__ 21851
§___ 94525 $___ 81435

__193% _—26.0%

Not gvailable 23.0%?

1 9007 has been restated to remove restricted accounts for Healthcare and
Worker's Compensation that were transferred to the City’s new internal service
fund. The insurance Fund was set up to account tor the operations of the City’s

self-insurance activities,

2 Based on 2007 County and Municipal information at www.treasurer.state.nc.us
tor municipalities without electric funds (populations over 50,000).

&7
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DIXON HUGHESn
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Attachment C
Fund Balance Usage

1) FY 2006-07 Mid-Year (October 2006) Fund Balance Appro

Revenue:

Fund Balance 1,000,000
Property & Sales Taxes 1,600,000
Total Revenue 2,500,000
Projects:

Fire Station 12 Land 250,000
Civic Center Arena Roof 000,000
Haw Creek Sidewalk 370,000
Patton Avenue Sidewalk 300,000
Fleet Replacement 255,000
Street & Sidewalk Maintenance 200,000
Public Safety Radio Replacement 100,000
Richmond Hill Park 125,000
Total Projects 2,500,000

priation: $1.0 million

2) FY 2007-08 Adopted Budget Fund Balance Appropriation: $4.4 million

Exambples of Funded Projects

Vehicle & Equipment Purchases 1,271,150
Hominy Creek Greenway 590,000
Clingman Avenue Streetscape 500,000
Technology improvements 305,000
Fire Station 6 Repairs 300,000
Additional Building Maintenance 200,000
City Hall Chiller 200,000
Downtown Master Plan 470,000
Parks & Greenway Master Plan 120,000
{40 Noise Wall Enhancement 106,900
City Hali & Aston Park Security 105,000
Code Red System 80,00C
Affordable Housing Plan 50,000
Emergency Generator Replacement 50,000
French Broad River Greenway 25,000

3) Major Mid-Year Fund Balance Appropriations Last 3 Fiscal Years

Funded ltems:

Beaucatcher/Overlook Land 575,000
Tunnel Road Demoilition 353,000
Fire Truck Repalcement 259,000

City Hall Ventilation System Cleaning 119,000
Match for Hybrid Bus Purchase 100,000
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